Bank credit and money in 1963 by anonymous
DURING 1963 THE Federal Reserve con-
tinued to encourage monetary and credit
expansion with a view to stimulating a
further rise in economic activity. The avail-
ability of bank reserves was reduced some-
what during the year, however. Reflecting
this shift in policy, member bank borrow-
ings from Federal Reserve Banks rose mod-
erately, and market rates of interest gen-
erally advanced, especially short-term rates
after mid-July when the Federal Reserve
discount rate was raised.
Expansion of bank credit continued to
be rapid, although the increase was slightly
smaller than the unusually large 1962 rise.
Loans rose somewhat more than in 1962.
Banks also made larger additions to their
holdings of tax-exempt securities, although
growth slackened late in the year. To accom-
modate the larger credit growth in these
areas under somewhat less stimulative mone-
tary conditions, banks reduced their hold-
ings of U.S. Government securities by more
than 5 per cent. As a result, bank liquidity
declined further.
The privately held money supply rose
3.8 per cent in 1963, the second highest
annual rate of growth in the past decade.
Time and savings deposits at commercial
banks continued their rapid expansion, in-
creasing nearly 15 per cent, a rate slightly
less than the postwar record in 1962.
The moderate additional upward pres-
sure on interest rates—mainly short-term
ones—reduced the incentives for capital to
flow out of this country to financial centers
abroad. In the last half of the year capital
outflows were restrained also by the pro-
posed retroactive interest equalization tax
on foreign long-term securities. With the
trade balance continuing to show some im-
provement and capital outflows more lim-
ited, the U.S. balance of payments deficit
showed substantial improvement after mid-
year.
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NOTE.—Monthly averages of daily figures for member banks.
Total and nonborrowed reserves seasonally adjusted. Total re-
serves adjusted to exclude the effect) of changes in reserve
requirements. Nonborrowed reserves a« total reserves adjusted
minus member bank borrowings from the Federal Reserve.
Latest figures, Jan., preliminary.
Along with its action to raise discount
rates in July, the Federal Reserve increased
to 4 per cent the maximum rate of interest
that member banks may pay on time depos-
its and certificates with maturities of 90
days to 1 year. This change was designed to
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enable banks to continue to compete effec-
tively for foreign and domestic funds, thus
helping further to combat the U.S. balance
of payments problem.
In early November, the Board of Gov-
ernors raised initial margin requirements
on loans for purchasing or carrying listed
securities from 50 to 70 per cent to help
prevent excessive use of stock market credit.
Such credit had increased sharply since
July 1962, when margin requirements had
been lowered from 70 to 50 per cent.
BANK RESERVES AND FEDERAL RESERVE
OPERATIONS
Total reserves of member banks increased
by nearly $700 million from December
1962 to December 1963. This was about
the same as the amount of reserves provided
in the previous year. In 1962, however,
reserves were made available mainly through
a reduction in time deposit reserve require-
ments rather than through an increase in the
volume of reserves.
Banks in 1963, however, had to obtain
more reserves on their own initiative by bor-
rowing from Federal Reserve Banks than in
the previous 2 years. Such borrowings aver-
aged about $340 million in the fourth quar-
ter of 1963, compared with $160 million a
year earlier and $100 million in the same
period in 1961.
In addition to providing reserves for
credit expansion, the Federal Reserve made
larger net purchases of U.S. Government
securities in the open market during 1963
in order to offset the influence of other fac-
tors that absorbed reserves. Outflows of
currency into circulation and a rise in U.S.
Government deposits held at the Federal
Reserve Banks absorbed more reserves in
1963 than in 1962, although the smaller
decline in the U.S. gold stock provided a
partial offset.
As in the previous 2 years, the Federal
Reserve continued to conduct open market
operations so as to minimize downward
pressures on short-term interest rates. It
did this by supplying part of the bank re-
serves needed to support further bank credit
and monetary expansion through open mar-
ket purchases of longer-term U.S. Govern-
ment securities. System purchases of securi-
ties maturing in more than a year amounted
to $1.5 billion in 1963, or about 17 per cent
of the outright purchases of all maturities.
But purchases of longer-term securities
were smaller both absolutely and in relation
to total Federal Reserve purchases than in
the 2 previous years when downward mar-
ket pressures on short-term interest rates
were more persistent. In 1962 and 1961,
the Federal Reserve purchased $1.9 billion
and $2.7 billion, respectively, of such secu-
rities, representing 20 and 30 per cent of
total System purchases.
COMMERCIAL BANK LOANS AND
INVESTMENTS
Despite the slight reduction in reserve avail-
ability, commercial banks continued to sup-
ply credit to businesses, consumers, and
credit markets generally, in substantial vol-
ume during 1963. On balance, outstanding
bank loans and investments increased about
$18.5 billion, or 8 per cent, compared with
almost 9 per cent in 1962 and about 8 per
cent in 1961. In all of these years, large in-
flows of funds into time and savings deposits
facilitated the expansion of credit. In view
of the increased interest costs associated
with the rapid growth of these deposits,
banks continued to emphasize longer-term,
higher-yielding types of both loans and in-
vestments.
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Loans. Almost 90 per cent of the net rise
in bank credit in 1963 represented bank
loans—a much larger share than in 1962
or 1961, when the percentages were about
75 and 45. This higher ratio reflected the
reduced availability of bank reserves com-
bined with a somewhat stronger demand
for business and consumer loans than in
1962 and 1961, as well as the continued in-
terest of banks in expanding their holdings
of real estate mortgages. Total loans at all
commercial banks rose nearly 12 per cent
BANKS add to loans and "other" securities










NOTE.—Based on data for all commercial banks for Dec. 31.
Figures for 1962 and 1963 estimated. Interbank loans excluded.
in 1963, compared with 11 per cent in 1962
and 6 per cent in 1961.
Business loans rose by $4.5 billion, nearly
one-fifth more than in the previous year and
over twice as much as in 1961. Over half
of the increase, after allowance for seasonal
influences, occurred in the fall of the year,
when business inventory accumulation ac-
celerated moderately at both the manufac-
turing and the distribution levels. In this
period there was more lending than usual
to food processors, commodity dealers, and
trade concerns. Borrowing by public utilities
also was substantial. Loans to metal pro-
ducers and fabricators and other manufac-
turers, however, showed little net change;
this reflected in part the large and expand-
ing amounts of internal funds generated
through depreciation charges and earnings.
Banks increased their holdings of real
estate loans by $5.3 billion, about one-third
more than in 1962. The rise in total mort-
gage debt outstanding, however, was only
about one-sixth larger than in 1962. As
a result, the proportion of the increase ac-
counted for by commercial banks—18 per
cent—was 2 percentage points higher than
in 1962.
Banks also added more to their consumer
loans last year, in line with the general
expansion in demand for credit to finance
automobiles and other durable goods. In
addition, bank loans to nonbank financial
institutions—principally mortgage and sales
finance companies—rose somewhat more
than in 1962, as these companies too re-
sorted to bank financing to help meet the
increased demand for consumer and mort-
gage credit.
Security loans of banks exhibited rather
sharp month-to-month swings, while mov-
ing appreciably higher over the year. Lend-
ing to U.S. Government security dealers was
heavy in February, June, and September in
connection with Treasury financing activi-
ties, including large advajnce refundings in
the late winter and in the summer. Reflect-
ing in large part the expansion in stock mar-
ket credit, bank loans to purchase and carry
non-U.S. Government securities rose sub-
stantially in 1963. After
1 the Federal Re-
serve increased margin requirements in early
November, however, expansion in stock
market credit slackened.
Investments. With loans absorbing a larger
proportion of investable funds than in the
2 previous years, banks were able to add
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only a small amount to their investment
portfolios in 1963. But within the portfolios
they continued, as in 1962, to emphasize the
securities of State and local governments
and of Federal agencies.
Banks added $5.8 billion to such holdings
in 1963, or slightly more than in 1962 when
they had been unusually active in the munic-
ipal issues market. The 1963 rate of growth,
which was rapid early in the year but
slackened in the last few months, amounted
to 20 per cent, slightly below the 22 per
cent rise in 1962.
In making large additions to their loans
and to their holdings of municipal and Fed-
eral agency securities, the banks reduced
their holdings of U.S. Government securities
by $3.5 billion, or about 5 per cent; in 1962
there had been a decrease of less than 1 per
cent. Thus, most of the bank adjustment to
the 1963 reduction in reserve availability
under conditions of strengthened loan de-
mand was made in holdings of U.S. Gov-
ernment securities, except for the more re-
strained buying of other securities in the last
few months of the year.
The decline in Government security hold-
ings was concentrated in the short-term area.
At banks reporting in the Treasury Survey
of Ownership, holdings of securities matur-
ing within a year declined by $3.2 billion.
At the same time, holdings maturing in 1
to 5 years declined by $240 million, but
holdings maturing in more than 5 years in-
creased by $300 million.
The shifting away from short-term hold-
ings continued the tendency that began in
1962, when the banks had also stressed
higher-yielding longer-term U.S. Govern-
ment securities as part of their efforts to
maintain earnings in the face of the rapid
growth in interest-bearing deposits. The
banks' participation in two large advance
refundings during 1963 contributed to the
lengthening of their security holdings.
The rise in holdings of securities matur-
ing in more than 5 years, however, was
much smaller than in 1962. In part, this
may have reflected the rise in short-term
rates to more attractive levels, and also ex-
pectations at times of further increases in
the general level of interest rates. As of the
end of 1963, banks' holdings of U.S. Gov-
ernment securities maturing in more than
5 years were about 5 per cent of their
total loans and investments, 1V2 percentage
points more than at the end of 1961 but con-
siderably below the levels prevailing during
most of the 1950's.
Banks also have been lengthening the
average maturity of their total assets by
making substantial additions to their hold-
ings of real estate loans and non-U.S. Gov-
ernment securities. These items together ac-
counted for 30 per cent of the banks' total
loans and investments outstanding at the
end of 1963, compared with 25 per cent 6
years earlier.
Liquidity measures. The lengthening of
bank portfolios in the past 2 years and the
substantial rise in total loans have reduced
bank liquidity. For instance, the ratio of
short-term U.S. Government securities to
total deposits declined 1.7 percentage points
in 1962 and another 2 percentage points in
1963 to an estimated 7.5 per cent at the
year-end. Practically all of the decline in
1963 took place in the first half, however;
after June the ratio fluctuated in a narrow
range.
As measured by the ratio of loans to total
deposits, the decline in bank liquidity was
rather steady during 1963. By the year-end
this ratio had risen to about 59 per cent,
compared with 56.5 per cent a year earlier
and 54.5 at the end of 1961. The 1963 ad-
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vance continued the uptrend evident since
the end of World War II.
Increases in loan-deposit ratios have been
marked at country banks, where ratios are
the lowest, and also at reserve city banks
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NOTE.—Based on data for all commercial banks. Loans ex-
clude interbank loans. Short-term U.S. Govt. securities are
those maturing within a year. Deposits are net of cash items in
process of collection. Latest figures, Dec.
banks, ratios drifted upward during the year,
but at New York City banks, where ratios
are the highest—around 67.5 per cent at
the year-end-—there was little net change.
MONEY SUPPLY AND TIME DEPOSITS
During 1963 the money supply—defined as
currency and demand deposits in the hands
of the public—grew by 3.8 per cent. About
one-third of the increase was in currency,
which rose 6 per cent or about twice as fast
as demand deposits. The over-all increase
was the second most rapid expansion for
any year in the past decade, and it compares
with a growth rate of only 1.5 per cent in
1962. In that year expansion in the money
supply, as well as in other financial assets,
was influenced by a large-scale shift in the
public's preferences toward time and sav-
ings deposits, a shift that stemmed from the
higher rates paid on such deposits beginning
in early 1962.
In both 1962 and 1963, however, expan-
sion during the fourth quarter was particu-
larly rapid, equal to a seasonally adjusted
annual rate of about 7 per cent. The in-
creases probably were associated in part with
the unusually strong business demands for
bank financing in the latter part of both
years. But there were also greater-than-
usual declines in U.S. Government deposits
at commercial banks, and these resulted in
large transfers of funds into the hands of
the public. In the earlier months of both
years, the Treasury had built up its cash bal-
ances to high levels, in part through short-
term cash financings timed to minimize the
downward pressure on short-term interest
rates in periods of seasonal market ease.
In 1963, however, the pattern of fourth-
quarter expansion of the money supply was
somewhat different from that in 1962. Prac-
tically all of the upsurge came early in the
quarter, whereas the expansion in the fourth
quarter of 1962 was steadier. In part, this
difference is accounted for by the fact that
average U.S. Government deposits showed a
substantial rise in December 1963, when
unexpectedly large corporate tax payments
were transferring funds out of private de-
posits.
In early 1964 the money supply rose
sharply further, reflecting mainly the large
year-end bulge in bank cjredit.
The turnover of money rose further in
1963, as in nearly every postwar year. The
turnover of demand deposits at centers out-
side New York in the fourth quarter was
6.2 per cent larger than a year earlier. This
was smaller, however, than the comparable
rise—7.7 per cent—in 1962, when the
stock of money expanded less rapidly than
in 1963.
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Along with the substantial growth in the
money supply during 1963, time deposits
expanded by about $14 billion, or 15 per
cent—a higher rate than in any previous
postwar year except 1962. Negotiable time
certificates of deposit were an important
contributor to this rise. At major New York
City banks, certificates outstanding increased
NOTE.—Seasonally adjusted. Money supply and time deposits,
monthly averages of daily figures. Other liquid assets, end of
period. Money supply consists of demand deposits at all com-
mercial banks (except those due to domestic commercial banks
and the U.S. Govt.); foreign demand balances at F. R. Banks;
and currency in the hands of the public. Commercial bank
and F.R. Bank float excluded. Time deposits are time and
savings deposits, other than domestic interbank and U.S.
Govt., at all commercial banks. Other liquid assets are hold-
ings by the nonbank public of deposits in mutual savings banks
and the Postal Savings System; shares in savings and loan
associations; U.S. Govt. savings bonds; and U.S. Govt. se-
curities maturing within a year. Latest figures, Dec.
by $1.8 billion, compared with less than
half that amount in 1962; at weekly report-
ing banks outside New York City they in-
creased by more than $2 billion, also more
than in 1962. At all weekly reporting banks,
time deposits (other than passbook savings
accounts) accounted for 63 per cent of the
increase in time and savings deposits com-
bined, a much larger proportion than in
1962 when the rise in time deposits also
had been exceptional.
A further impetus to the issuance of ne-
gotiable time certificates came from the
mid-July rise to 4 per cent in maximum per-
missible rates on time deposits maturing in
90 days to 1 year. Previously, the maximum
rate had been ZVi per cent on deposits ma-
turing in 6 months to 1 year and IV2 per
cent on those maturing in 90 days to 6
months. The latter rate had effectively priced
such maturities out of the market, since the
yield on 3-month Treasury bills had been
above 2Vi per cent from late 1961 on. By
mid-July, moreover, the 2>Vi per cent maxi-
mum on time deposits with maturities of 6
months to 1 year was being pressed by the
rise in rates on 6-month Treasury bills.
Commercial banks made upward adjust-
ments in the rates for these shorter-term
maturities in mid-July, and they also raised
the rates offered on maturities of 1 year and
over, for which the maximum permissible
rate remained at 4 per cent. With the attrac-
tiveness of both short- and longer-term ne-
gotiable certificates enhanced, the volume
outstanding increased sharply during the re-
mainder of 1963 and in early 1964.
Corporations apparently have come to re-
gard negotiable time certificates, which are
salable in the secondary market, as an in-
strument suitable for the temporary invest-
ment of funds. Throughout 1963 there were
substantial temporary declines in outstand-
ing certificates on and around the quarterly
corporate tax and dividend payment dates.
The money supply and time deposits to-
gether grew more rapidly than gross na-
tional product in 1963. With the continued
substantial growth in other liquid assets in
the hands of the public—such as shares in
savings and loan associations, deposits in
mutual savings banks, and short-term U.S.
Government securities—the ratio of total
liquid asset holdings to GNP rose from 80.4
per cent in the fourth quarter of 1962 to an
estimated 81.7 per cent in the fourth quar-
ter of 1963. The continued rise in this ratio,
which often declines in periods of economic
expansion, reflected in part the relatively
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favorable interest rates available on deposit-
type and other liquid assets compared with
market yields on direct security investments.
INTEREST RATES
Many short- and long-term interest rates
moved upward in 1963. This uptrend in the
structure of rates contrasted with 1962,
when long-term rates declined while short-
term rates rose slightly.
Yields in the long-term markets in 1962
had been strongly influenced by the in-
creased flow of funds into those markets
from commercial banks stemming from the
large growth in their time and savings de-
posits "after rates were raised early in the
year. Banks and other savings institutions
supplied an even larger volume of funds to
the capital markets in 1963. But demands
for long-term financing strengthened con-
siderably. As a result, bond yields generally
rose, and mortgage yields stabilized after
a 3-year decline.
Yields on high-quality long-term corpo-
rate and State and local government bonds,
after declining in 1962, increased moder-
ately in 1963, in part because of larger of-
ferings of new issues. The average yield on
long-term U.S. Government securities also
rose rather moderately during 1963, after
declining in the previous year. Although the
Treasury issued a somewhat smaller volume
of long-term debt for cash in 1963 than in
1962, it continued to move a substantial
volume of issues into longer maturities
through advance refundings.
Upward pressure on long-term rates last
year also reflected the change in investor
expectations associated with improved busi-
ness activity as well as the upward pressure
on short-term rates resulting from monetary
policy actions. Nevertheless, at the year-end,
MOST PRIVATE long-tern interest rates
rise ia 1963
FHA-INSURED MORTGAGES
U.S. GOVERNMENT rates rise too
1957 1959 19*1 19«3
NOTE.—Monthly averages, except for FHA (based on quota-
tion for 1 day each month). Corporate and State and local
govt. bonds, Moody's Investors Service. U.S. Govt. bonds, is-
sues maturing or callable in 10 years or more. Treasury bills,
market yields on 3-month bills. Latest figures, Dec.
average yields on long-term securities were
still appreciably below their peaks in the
previous business upswing—by 25 basis
points on corporate and U.S. Treasury is-
sues and more than 50 basis points on mu-
nicipals. In early 1964 yields on long-term
bonds declined slightly.
The yield on short-term securities—as
typified by the 3-month Treasury bill—re-
mained fairly stable in the first hah* of 1963,
after having edged upward) during 1962. In
the second half, however, the bill yield rose
by about Vz of a percentage point to about
3Y2 per cent, the level to which the Federal
Reserve discount rate had been raised in
mid-July. At this level the bill yield was
still well below the previous peak in early
1960. In early 1964 short-term rates showed
little change.
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